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EXPOSURE DRAFT
PROPOSED STATEMENT OF POSITION
ACCOUNTING FOR JOINT COSTS
OF INFORMATIONAL MATERIALS
AND ACTIVITIES OF
NOT-FOR-PROFIT ORGANIZATIONS
THAT INCLUDE
A FUND-RAISING APPEAL
(Proposed Amendment of SOP 78-10, Accounting Principles a n d
Reporting Practices for Certain Not-for-Profit Organizations a n d
of AICPA Industry A u d i t G u i d e , Audits of Voluntary Health a n d
Welfare Organizations)

MAY 23, 1986

Prepared by the Not-for-Profit Organizations Committee

Comments should be received by August 23,1986, and addressed to
Frederick R. Gill, Technical Manager, Accounting Standards Division,
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036-8775

SUMMARY

The proposed statement of position recommends the following: If it can be
demonstrated that a bona fide program or management and general function has
been conducted in conjunction with an appeal for funds, joint costs of informational materials or activities that include a fund-raising appeal should be
allocated between fund-raising and the appropriate program or management and
general function.

AICPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036

(212) 575-6200

May 23, 1986

Accompanying this letter is an exposure draft of a proposed statement
of position, Accounting for Joint Costs of Informational Materials and
Activities of Not-for-Profit Organizations That Include a Fund-Raising
Appeal. A summary of the proposed SOP also accompanies this letter.
Comments on this exposure draft should be sent to Frederick R. Gill,
Technical Manager, Accounting Standards Division, AICPA, 1211 Avenue
of the Americas, New York, New York 10036-8775, in time to be received by August 23, 1986. Consideration of responses will be helped
if the comments refer to specific paragraphs and include supporting
reasons for any suggestions or comments.
Written comments on the exposure draft will become part of the public
record of the Accounting Standards Division of the AICPA and will be
available for public inspection at the offices of the American Institute
of Certified Public Accountants after September 23, 1986.
Yours truly,
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ACCOUNTING FOR JOINT COSTS OF INFORMATIONAL MATERIALS AND ACTIVITIES
OF NOT-FOR-PROFIT ORGANIZATIONS THAT INCLUDE A FUND-RAISING APPEAL

INTRODUCTION
1. Many not-for-profit organizations solicit financial support from the public through a variety of fund-raising activities, including direct mail, doorto-door canvassing, telephone solicitation, telethons, and special events.
Some of the costs incurred by such organizations are clearly identifiable with
fund-raising programs, such as the cost of buying mailing lists for fundraising purposes and the cost of fund-raising consulting services. However,
organizations often incur joint costs, such as postage and other communication
costs, in distributing materials or performing activities that relate to several functions, including program, fund-raising, or other supporting services.
It is often difficult to distinguish the amounts of joint costs that relate to
each function.
2. This statement of position applies only to joint costs of informational
materials and activities that include a fund-raising appeal. Allocations of
other joint costs are permitted under existing authoritative literature.
Also, this statement of position does not address the issue of how to allocate joint costs. A number of cost accounting techniques are available for
that purpose.
3. The American Institute of Certified Public Accountants' Industry Audit
Guide, Audits of Voluntary Health and Welfare Organizations (Audit Guide) and
Statement of Position 78-10, Accounting Principles and Reporting Practices for
Certain Nonprofit Organizations (SOP 78-10), now included in the AICPA Audit
and Accounting Guide, Audits of Certain Nonprofit Organizations, and the
Standards of Accounting, and Financial Reporting for Voluntary Health and
Welfare Organizations (industry's Standards)1 provide some guidance on accounting for joint costs of informational materials and activities that include fund-raising appeals. Numerous requests have been received for further
guidance.

BACKGROUND
4. External users of financial statements, including contributors, creditors,
accreditation agencies, and regulators, are concerned with the amounts notfor-profit organizations spend to solicit contributions, as well as with the
amounts spent for their program purposes and management and general activities. Not-for-profit organizations covered by the Audit Guide and SOP 78-10

1National Health Council, Inc., National Assembly of National Voluntary Health
and Social Welfare Organizations, Inc., and United Way of America, Standards
of Accounting and Financial Reporting for Voluntary Health and Welfare Organizations, rev. ed. 1974.
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have to be able to identify fund-raising costs properly and account for them
separately from program service costs and other supporting service costs.
5. Not-for-profit organizations subject to the Audit Guide and organizations
that follow the recommendations in SOP 78-10 and receive significant amounts
of contributions from the public are required in preparing t h e i r financial
statements to report separately the costs of program s e r v i c e s , management and
general a c t i v i t i e s , and fund-raising e f f o r t s .
6. Though some costs are wholly i d e n t i f i a b l e with one of those basic funct i o n s , others should be allocated because they are incurred for more than one
function. The allocation usually involves no special accounting problems, because cost accounting techniques are a v a i l a b l e . However, special problems are
encountered in a l l o c a t i n g j o i n t costs of informational materials and a c t i v i t i e s that include fund-raising appeals.
7. The i n d u s t r y ' s Standards provides guidance for voluntary health and welfare organizations. As part of i t s discussion of j o i n t mailings and other
"multiple part" information e f f o r t s , the industry's Standards requires a concept called primary purpose, in which a l l j o i n t costs involving fund-raising
are charged to fund-raising expense except for incremental costs d i r e c t l y a t t r i b u t a b l e to a separate educational or other informational material or a c t i v i t y . For example, only the incremental costs of j o i n t mailings, such as the
d i r e c t costs of an educational pamphlet, are charged to functions other than
fund-raising; a l l other c o s t s , such as postage, are charged to fund-raising
expense.
8. The primary-purpose concept was o r i g i n a l l y adopted in 1964 by the voluntary health and welfare industry in the industry's Standards as a p r a c t i c a l
solution to a c r e d i b i l i t y problem that existed then. The industry responded
to public c r i t i c i s m by not permitting the reported costs of fund-raising to be
l e s s than they would otherwise be solely because public education efforts were
structured in such a way as to absorb fund-raising c o s t s . Many believe, however, that the primary-purpose concept may cause fund-raising expense to be
misstated.
9. Though l e s s specific than the industry's Standards, page 25 of the Audit
Guide indicates that costs of public education should not include costs "that
may have some relationship to the function but are primarily directed toward
other purposes." Specifically mentioned as a cost normally not charged to
public education expense i s postage for mass mailing in connection with fundraising solicitations.
10. Some have interpreted the Audit Guide and SOP 78-10 to be less r e s t r i c t i v e than the i n d u s t r y ' s Standards in the method of allocation of the costs of
j o i n t fund-raising and educational programs. The Audit Guide i n d i c a t e s , as
part of a discussion of fund-raising costs on page 27, t h a t —
The cost of printed material used should be charged to program servi c e , management and general, or fund raising on the basis of the use
made of the m a t e r i a l , determined from the content, the reasons for
d i s t r i b u t i o n , and the audience to whom i t i s addressed.
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Paragraph 97 of SOP 78-10 states—
If an organization combines the fund-raising function with a program
function (for example, a piece of educational literature with a request for funds), the costs should be allocated to the program and
fund-raising categories on the basis of the use made of the literature, as determined from its content, the reasons for its distribution, and the audience to whom it is addressed.

PRESENT PRACTICE
11. Present practice is diverse because of the diverse guidance. Some notfor-profit organizations (for example, organizations that follow the industry's Standards) do not allocate joint costs of informational materials and
activities that include fund-raising appeals. They charge only the incremental cost of educational activities and publications to program expenses or
management and general expenses and charge joint costs to fund-raising expense.
12. The activities of some not-for-profit organizations raise consciousness
and stimulate action or are primarily educational. Many of them allocate
joint costs primarily to expenses for educational programs based on intent as
determined from the content of the materials distributed or the activities
conducted. They argue that primary programs of the organizations are to educate the public and that the actions by the recipients of such materials or
activities are essential elements of the organization's program goals.
13. Other organizations allocate joint costs to program expenses, fund-raising
expenses, or other supporting service expenses based on the intended purpose of
the material or activity, determined from its content, the reason for its distribution, and the audience to whom it is addressed.

DIVISION'S CONCLUSIONS
14. The following paragraphs present the Accounting Standards Division's
conclusions, which amend chapter 6 of the Audit Guide and paragraph 97 of SOP
78-10.
15. All joint costs of informational materials or activities that include a
fund-raising appeal should be reported as fund-raising expense if it cannot
be demonstrated that a program or management and general function has been
conducted in conjunction with the appeal for funds. However, if it can be
demonstrated that a bona fide program or management and general function has
been conducted in conjunction with the appeal for funds, joint costs should
be allocated between fund-raising and the appropriate program or management
and general function.
16. In determining whether a bona fide program or supporting service function
has been conducted in connection with a fund-raising appeal, consideration
should be given to the content of the materials or activities, the reasons for
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distributing the materials or conducting the activities, and the audience to
whom the materials or activities are addressed.
17. Content is an important criterion, but alone may not be conclusive. If
an informational material or activity that includes a fund-raising appeal
contains an educational message directly related to an educational program of
the organization, the content may support an educational purpose of the joint
activity. The reasons for distributing the material or conducting the activity and the audience to whom it is addressed should also be considered.
For example, if the recipients are selected principally on the basis of their
perceived need for, or interest in, the educational information, and not for
their capacity to support the organization financially, the fund-raising appeal would appear to be incidental to the distribution of educational information. Conversely, if the recipients were selected based on their presumed
ability to provide financial support regardless of their need for the educational information, that normally would indicate that the reason for distribution was a fund-raising appeal.
18. Joint costs related to materials or activities that are primarily agency
oriented, for example, the cost of the annual report, should be allocated to
management and general expenses.
19. Joint costs should be allocated to program activities expenses only if
the informational materials or activities that include fund-raising appeals include public educational messages that are issue and not agency oriented—that
is, if they tell people what they can or should do about a problem, not what
the organization does or can do through its services. For example, public
education activities might describe symptoms of ill health or physical or
social disorders and progress made in alleviating such problems. The activities might also urge action to be taken by individuals or groups to prevent or
alleviate problems. They are therefore directed either to the public or to
special groups that may have special needs or special interests in a problem.
20. Not-for-profit organizations incurring joint costs of informational materials and activities that include fund-raising appeals should disclose in
their financial statements that such costs have been allocated, the total
amount allocated during the period, and the portion allocated to each functional expense category. The following illustrates such disclosure.
Note X.

Allocation of Joint Costs

In 19XX, the organization incurred joint costs of
for informational materials and activities that included fund-raising appeals.
Of those costs,
was allocated to fund-raising expense,
was allocated to Program A expense,
was allocated
to Program B expense, and
was allocated to management and
general expense.
21. All circumstances surrounding informational materials and activities that
include a fund-raising appeal should be examined, and the criteria in paragraphs 15 through 19 of this statement of position should be applied together
rather than separately.
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EFFECTIVE DATE AND TRANSITION
22. The conclusions in this statement of position should be applied to financial statements for fiscal years beginning after December 31, 1986, with
earlier application encouraged. Financial statements of prior periods may be,
but need not be, restated.2

2
A restatement of expenses for this purpose is considered to be a change in
the application of generally accepted accounting principles. In the year
that this statement of position is first applied, the financial statements
should disclose the fact of the change and the effect of the change on the
financial statements.
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